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MERCAdIEN, P.C. 
CERTIFIEd Public AccouNlAN rs 

INDEPENDENT AUDITORS' REPORT 

To the Commissioners of 
Passaic Valley Sewerage Commission 

Report on the Financial Statements 

We have audited the accompanying basic financial statements - regulatory basis of 
Passaic Valley Sewerage Commission (the "Commission"), as of and for the year ended 
December 31, 2014, and the related notes to financial statements, which collectively 
comprise the Commission's basic financial statements as listed in the table of contents. 

Management's Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these financial 
statements in accordance with financial reporting provisions as described in Note A. 
Management is also responsible for the design, implementation and maintenance of 
internal control relevant to the preparation and fair presentation of financial statements 
that are free from material misstatement, whether due to fraud or error. 

Auditors' Responsibility 

Our responsibility is to express an opinion on these financial statements based on our 
audit. We conducted our audit in accordance with auditing standards generally accepted 
in the United States of America and the standards applicable to financial audits contained 
in Government Auditing Standards, issued by the Comptroller General of the United 
States, 0MB Circular A-133 Audits of States, Local Governments, and Non-Profit 
Organizations and State of New Jersey Circular Letter 04-04-0MB. Those standards, 
require that we plan and perform the audit to obtain reasonable assurance about whether 
the financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditors' 

• AN INDEPENDENTLY OWNED MEMBER, judgment, including the assessment of the risks of material misstatement of the financial 
MCGDREY ALLIANCE statements, whether due to fraud or error. In making those risk assessments, the auditor 

• AMERIBN INSTITUTE 5 considers internal control relevant to the entity's preparation and fair presentation of the 
CERTIFIED PUBLIC ACCOUNTANTS financial statements in order to design audit procedures that are appropriate in the 

• NEW JERSTY SOCI  OF 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of 

CERTIFIED PUBLICACCOUNTANIS 
the entity's internal control. Accordingly, we express no such opinion. An audit also 
includes evaluating the appropriateness of accounting policies used and the 

• NEW YORK SOCIETY OF 

CERTIFIED PUBLIC ACCOUNTANTS 
reasonableness of significant accounting estimates made by management, as well as 

• PENNSTLVANIA INSTITUTE OF 	
evaluating the overall presentation of the financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to 
CERTIFIED PUBLIC ACCOUNTANTS 

'REGISTERED WITH THE PCAOB 
provide a basis for our audit opinion. 

LEADING BY EXAMPLE FOR MORE TI-IAN 50 YEARS 

P.O. Box 7648 • Princeton. NJ 08543-7648 • 609.689.9700 • Fax 609.689.9720 • Mcrcadien.com  

The McGladrcy Alliance is a premier affiliation oT independent accounting and consulting Finns. The McGtadrey Alliance member firms maintain their name, autonomy and 

independence and are responsible for their own client lee arrangements, delivery ol services and maintenance of client relationships. 



Basis for Adverse Opinion on US. Generally Accepted Accounting Principles 

As described on Note A, these financial statements are prepared on the modified cash basis, which is 
a basis of accounting other than accounting principles generally accepted in the United States of 
America. 

The effects on the financial statements of the variances between the regulatory basis of accounting 
described in Note A and accounting principles generally accepted in the United States of America, 
although not reasonably determinable, are presumed to be material. 

Adverse Opinion on U.S. Generally Accepted Accounting Principles 

In our opinion, because of the significance of the matter discussed in the "Basis for Adverse Opinion 
on U.S. Generally Accepted Accounting Principles" paragraph, the financial statements referred to 
above do not present fairly, in accordance with accounting principles generally accepted in the United 
States of America, the financial position of the Commission as of December31, 2014, orthe results of 
its operations for the year then ended. 

Opinion on Regulatory Basis of Accounting 

In our opinion, the financial statements referred to above present fairly, in all material respects, the 
respective financial position of the Commission as of December 31, 2014, and the results of its 
operations for the year then ended in accordance with the financial reporting provisions set forth by 
the Commission described in Note A. 

Report on Supplementary Information and Other Information 

Our audit was conducted for the purpose of forming an opinion on the financial statements taken as a 
whole that collectively comprise the Commission's basic financial statements. The comments and 
summary schedule of prior year auditing findings are presented for purposes of additional analysis 
and are not a required part of the basic financial statements. Such information has not been 
subjected to the auditing procedures applied in the audit of the basic financial statements, and 
accordingly, we do not express an opinion or provide any assurance on it. 

Our audit was also conducted for the purpose of forming an opinion on the financial statements taken 
as a whole that collectively comprise the Commission's financial statements. The schedules of 
expenditures of federal awards and state financial assistance and related note, as well as the 
schedule of general fund expenditures by department (the "schedules") as listed in the table of 
contents under supplementary information for the year ended December 31, 2014, are presented for 
purposes of additional analysis and are not a required part of the basic financial statements. 

The schedules are the responsibility of management and were derived from and relate directly to the 
underlying accounting and other records used to prepare the basic financial statements. Such 
information has been subjected to the auditing procedures applied in the audit of the basic financial 
statements and certain additional procedures, including comparing and reconciling such information 
directly to the underlying accounting and other records used to prepare the basic financial statements 
or to the basic financial statements themselves, and other additional procedures in accordance with 
auditing standards generally accepted in the United States of America. In our opinion, these 
schedules are fairly stated, in all material respects, in relation to the financial statements as a whole, 
on the basis of accounting described in Note A. 
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Other Reporting Required by Government Auditing Standards 

In accordance with Government Auditing Standards, we have also issued our report dated December 
2, 2015 on our consideration of the Commission's internal control over financial reporting and on our 
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements 
and other matters. The purpose of that report is to describe the scope of our testing of internal control 
over financial reporting and compliance and the results of that testing, and not to provide an opinion 
on internal control over financial reporting or on compliance. That report is an integral part of an audit 
performed in accordance with Government Auditing Standards in considering the Commission's 
internal control over financial reporting and compliance. 

Iil 4/3 
Warren A. Broudy,  A, CGFM, PSA, CGMA 
Registered Municipal Accountant License No. 554 

MERCADIEN, P.C. 
CERTIFIED PUBLIC ACCOUNTANTS 

I 

December 2, 2015 
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PASSAIC VALLEY SEWERAGE COMMISSION 

NOTES TO FINANCIAL STATEMENTS 

A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Nature of Organization 
In 1902, by a special Act of the New Jersey State Legislature, the Passaic Valley Sewerage 
Commission (the "Commission") was formed as an Agency of the State of New Jersey to 
reduce pollution of the Passaic River and its tributaries. The Commission is one of the oldest 
and largest, in terms of operational capability, regional sewerage commissions in the United 
States and is directed by a Board of Commissioners ("Commissioners") appointed by the 
Governor and confirmed by the State of New Jersey Senate. 

In order to protect and preserve local streams and rivers from water pollution, the Commission 
operates one of the United States largest treatment plants for the wastewaters of northern 
New Jersey. With many expansions and upgrading to secondary treatment, the facility has 
been striving since the beginning of its operations in 1924 to improve local water quality in 
accordance with federal and state water quality legislation. 

Reporting Entity 
The Commission establishes funds to account for significant activities within its jurisdiction. 
Specific funds are maintained at the direction of the Commission and are included in the 
financial statements. 

Fund Accounting 
The funds of the Commission are maintained in accordance with the principles of fund 
accounting to ensure observance of limitations and restrictions on the resources available. 
The principles of fund accounting require that resources be classified for accounting and 
reporting purposes into funds or account groups in accordance with activities or objectives 
specified for the resources. Each fund is a separate accounting entity with a self-balancing set 
of accounts. An account group, on the other hand, is a financial reporting device designed to 
provide accountability for certain assets and liabilities that are not recorded in the funds 
because they do not directly affect net expendable available financial resources. 

The following are the various funds of the Commission: 

General Fund 
The General Fund accounts for the cost of providing sewerage collection and treatment 
services to its member municipalities. Services provided are financed primarily through user 
charges. 

Bond Reserve Fund 
In addition to the annual debt service payments made by the General Fund, the Commission 
has further secured the payment of its serial and term bonds by covenanting and 
establishing a Bond Reserve Fund. The amount maintained in this fund is equal to the 
maximum annual interest and principal payments required in any future year through the 
year 2032, the maturity date of the Series F Bonds. 



PASSAIC VALLEY SEWERAGE COMMISSION 

NOTES TO FINANCIAL STATEMENTS 

A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Fund Accounting (Continued) 
Insurance Trust Fund 
The Insurance Trust Fund represents amounts set aside for possible damages resulting 
from liability claims. 

Repair, Replacement and Improvement Fund 
The Repair, Replacement and Improvement Fund represents amounts set aside for 
non-operating expenditures for equipment, accessories and appurtenances of the sewerage 
treatment plant, as well as expenditures related to Federal Emergency Management Agency 
("FEMA"), funding. 

Capital Fund 
The Capital Fund represents expenditures for permanent improvements to the sewerage 
treatment plant. 

Third Additional Project Fund 
The Third Additional Project Fund was established for the purpose of constructing certain 
capital improvements and was funded principally by proceeds of the Series D Bonds, which 
have been refunded by the Series F Bonds. 

Wastewater Treatment Trust Fund 
The Wastewater Treatment Trust Fund was established for the purpose of funding the 
rehabilitation, renovation and improvement of the existing treatment facilities of the 
Commission. Funding was provided by the State of New Jersey, the New Jersey 
Wastewater Treatment Trust Fund, and the New Jersey Environmental Infrastructure Trust. 

Fifth Additional Proiect Fund 
The Fifth Additional Project Fund was established for the purpose of funding various capital 
improvements for the Commission's existing system and was funded principally by proceeds 
of the Series F Bonds. 

Doremus Site Remediation Escrow Fund 
The Doremus Site Remediation Escrow Fund was established to set aside funds for future 
environmental remediation of property adjacent to a site acquired by the Commission. 

Basis of Accounting 
The accounting policies of the Commission conform to a modified cash basis, which constitute 
a comprehensive basis of accounting other than accounting principles generally accepted in 
the United States of America. These principles and practices are designed primarily for 
determining compliance with legal and budgetary restrictions as a means of reporting on the 
stewardship of public officials with respect to public funds. 

Had the Commission's financial statements been prepared under generally accepted 
accounting principles ("GAAP"), 

• federal and state grants would have been recognized when earned, not when awarded, 
o  fixed asset expenditures made during the current year would be capitalized and 

depreciation expense recorded, 
• other post retirement plan benefit expense would be recognized on the accrual basis 

and 
principal payments on debt would not be recorded as an expenditure. 



PASSAIC VALLEY SEWERAGE COMMISSION 

NOTES TO FINANCIAL STATEMENTS 

A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Cash and Cash Equivalents 
The Commission considers all highly liquid investments, with maturities of three months or less 
from the date of purchase, to be cash equivalents. 

Revenue Recognition 
User changes are recognized in accordance with the Act that created the Commission. This 
Act provides that each of the contracting municipalities or other users of the system reimburse 
the Commission annually for its proportionate share of the cost and expense of maintenance, 
repair and operation, including debt service, of the system. 

Grant revenues are recognized when awarded and FEMA revenue is recognized when the 
project funding is obligated by the federal government. 

Sludge fee revenue is recognized when waste is discharged at the facility and billed based on 
a contracted rate. 

Use of Estimates 
The financial statements are prepared on a modified cash basis of accounting, which is a 
comprehensive basis of accounting other than accounting principles generally accepted in the 
United States of America and which requires management to make estimates and 
assumptions that affect certain reported amounts and disclosures. Accordingly, actual results 
could differ from those estimates. 

Accounts Receivable 
The change in reserves is charged with an allowance for estimated uncollectible amounts 
based on past experience and an analysis of accounts receivable collectability. Accounts 
deemed uncollectible are charged to the allowance in the years they are deemed uncollectible. 

Inventory 
Inventory is made up of parts and supplies for the repair and maintenance of the facility. The 
Commission values its inventories at cost, using the first-in, first-out method. 

Fixed Assets 
The Commission records capital additions in the year of acquisition. The balance of fixed 
assets recorded in the general fund reflects the original construction costs of the system, no 
depreciation expense is recorded. 

Compensated Absences 
Employees of the Commission are entitled to paid vacation, sick days and personal days off, 
depending on length of service and other factors. The Commission has recorded the liability 
for accumulated vacation pay, sick leave and compensatory absences for all employees in 
accrued expenses. 



PASSAIC VALLEY SEWERAGE COMMISSION 

NOTES TO FINANCIAL STATEMENTS 

A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Serial Bonds Payable 
Debt service payments are made by the General Fund. Serial Bonds payable are carried in 
the Third and Fifth Additional Project Funds. Therefore, as payments are made to reduce 
debt, an adjustment is made in the corresponding fund. 

Reserves 
Reserves generally represent fund equity restricted for the stated purposes. Appropriated 
project reserves represent fund equity that has been pledged to future project costs. Reserve 
for insurance trust fund represents amounts set aside for possible damages resulting from 
liability claims. 

The Reserve for Rate Stabilization was established in 1996 by the Commissioners to enable 
the Commission to stabilize user charges to its member municipalities in future years. Funds 
from the Reserve for Rate Stabilization are expended as needed and represent a revenue 
source to offset monies needed to meet the current year's budget. Increases and decreases to 
this Reserve for Rate Stabilization are affected by companies leaving and entering the 
sewerage treatment system during a measurement year in addition to any unexpended funds 
and revenues from the General Fund remaining at year-end. 

Other Post Employment Benefits ("OPEB") Other than Pensions 
As required by the Governmental Accounting Standards Board's ("GASB"), the Commission 
implemented accounting and financial reporting requirements for government employers with 
post employment benefit expenses and obligations other than pensions. Since the 
Commission's basis of accounting is similar in nature to a New Jersey Municipality or County, 
the Commission implemented the GASB in accordance with New Jersey Division of Local 
Government Services Local Finance Notice #2007-15 requirements. New Jersey budget and 
financial reporting laws allow, but do not require local municipal units to budget post 
employment benefit amounts that exceed their current cash cost or reflect the long-term 
liability on their statement of assets, liabilities and reserves, thus no liability is recorded on 
these financial statements. However, there are financial statement disclosure requirements 
that are included in Note H of these audited financial statements. 

Subsequent Event 
Management has evaluated events for potential recognition and disclosure that occurred after 
December 31, 2014 but before December 2, 2015, the date the financial statements were 
available to be issued. No items were determined by management to require disclosure. 

B. CASH AND CASH EQUIVALENTS 

The carrying amount of the Commission's cash and cash equivalents consisted mainly of demand 
and money market accounts. The difference between the bank balance and the book balance is 
due primarily to the timing of deposits and outstanding checks. 

Cash and cash equivalents are substantially restricted under the terms of the Commission's bond 
resolutions for the payment of bond principal and interest expense and the extension of project 
loans. The bond resolutions limit investments to direct obligations of the United States of America 
or other obligations in which payments and interest are unconditionally guaranteed by the United 
States of America. 
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PASSAIC VALLEY SEWERAGE COMMISSION 

NOTES TO FINANCIAL STATEMENTS 

B. CASH AND CASH EQUIVALENTS (CONTINUED) 

Deposits 
Custodial credit risk is the risk that in the event of a bank failure, the Commission will not be 
able to recover the value of its deposits that are in the possession of an outside party. The 
deposits in the JP Morgan bank accounts were covered by the Federal Deposit Insurance 
Company (the "FDIC"), as well as a collateral pledge from JP Morgan, which was greater than 
the deposit balance at December 31, 2014. The Bank of New York money market funds are 
invested in the Goldman Sachs Financial Square Treasury Obligation Fund, which is 
comprised of Treasury Securities backed by the U.S. Government and a Federal Home Loan 
Bank Discount Note. 

The amounts deposited in these accounts at December 31, 2014, are as follows: 

Book 
Balance 

JP Morgan Bank $ 88,682,206 
Bank of New York 23,662,451 

$ 112,344,657 

C. FORWARD DELIVERY AGREEMENT 

Bank 
Balance 

$ 88,750,195 
23,653,419 

$112,403,614 

On September 11, 1996, the Commission entered into a Forward Delivery Agreement (the 
"Agreement") with First Union Bank, now Wells Fargo Bank (the "Bank") related to the Series D 
Bonds, subsequently refunded by Series E Bonds. The Agreement stipulated that certain 
proceeds from the bond issuance would be deposited with the Bank in a debt service reserve fund 
(the "Fund"). The Commission was paid an upfront fee in exchange for interest earnings on the 
Fund until the year 2022. Under the terms of the Agreement the Commission is precluded from 
prematurely redeeming, defeasing or refunding the Series G, F, or E Bonds unless it has sufficient 
funds to repurchase the Banks interest in the Agreement at the fair value at the date of 
termination. As of December 31, 2014, the fair value of the Commission's liability under the 
Agreement if terminated by the Commission was $3,045,905. 

The Commission has established a mechanism to record future amounts to be provided by 
member municipalities to fund retirement of loan and serial bond principal. These amounts are 
presented in the statements of assets, liabilities and reserves and correspond to the outstanding 
balances payable for serial bonds and loans. 

E. BONDS PAYABLE AND LOANS PAYABLE (LONG-TERM LIABILITIES) 

Pursuant to an amendment to Title 58, Chapter 14 of the Revised Statutes of the State of New 
Jersey, the Commission was granted the authority to issue bonds. The Authority also has various 
loans through the New Jersey Environmental Infrastructure Trust financing program. Both the 
bonds and loans are issued to fund various capital improvements. 



PASSAIC VALLEY SEWERAGE COMMISSION 

NOTES TO FINANCIAL STATEMENTS 

E. BONDS PAYABLE AND LOANS PAYABLE (LONG-TERM LIABILITIES) (CONTINUED) 

Original Issue Interest Rate Outstanding Outstanding Due within 
Year, SerieslTille Amount Range Maturity Dates 12131113 Additions Reductions 12131/14 One Year 

Bonds 
1999, Series E 43,000000 4.50%-5.75% 2017 S 5480,000 $ - $ 820,000 $  4,660.000 S  790,000 
2003, Series F 205,205.000 2.50%-5.00% 2032 138.655,000 - 9,115,000 129,540,000 9,625,000 
2010, Series G 29,950,000 5.62%-5.75% 2022 29,950,000 - * 29,850,000 - 

Total bonds payable 174.085,000 - 9935,000 164,150,000 10,415,000 

2016 6,754,076 - 2,667,280 4.086,796 2.152,695 
2018 1,640,000 - 347.766 1,292.234 315,000 
2019 9,993,397 - 1,654,665 8,338.732 1,571,525 
2026 27.853,997 - 2,869.289 24,984,708 2.193.220 
2022 19.804.023 - 12,971,941 6,832,082 1.317,484 
2029 11.309,549 - 631,531 10,678,018 636,534 
2029 28.719,850 - 1,655,928 27,063,922 1,670,928 
2030 16,492,224 - 945,975 15,546.249 960,972 
2032  ______________  26,791,175  1,025.443  25.765,732  1,310,478 

122.567,116 26,791,175 24,769.818 124.588,473 12,128,836 

6296,652,116 626.791,175 S 34,704,818 6288.738.473 622,543.836 

Loans 
1996 Trust and Fund Loan 
1998 Trust and Fund Loan 
1999 Trust and Fund Loan 
2006 Trust and Fund Loan 
2007 Trust and Fund Loan 
2010 Trust and Fund Loan 
2010 Trust and Fund Loan 
2010 Trust and Fund Loan 
2014 Trust and Fund Loan 

Total loans payable 

Total bonds and loans payable 

31,880,000 5.00%-5.25% 
8,865,000 4.00%-4.50% 

128,925,000 4.75%-5.70% 
38.894,500 4.00%-5.00% 
24,926,867 3.40%-5.0O% 
12,542,621 3.00%-5.00% 
31,981.707 3.00%-5.00% 
19.662,500 5.00% 
26.791.177 3.00%-5.00% 

Summary of Future Maturities 
Future maturities of bonds and loans payable are as follows: 

2015 
2016 
2017 
2018 
2019 
2020-2024 
2025-2029 
2030-2032 

Principal 
$ 22,543,836 

22,988,063 
24,098,898 
24,944,362 
25,047,667 
92,572,009 
54,540,076 
22,003,562 

$ 288,738,473 

Interest 
$ 9,366,137 

8,625,188 
7,886,486 
7,008,207 
6,084,113 

16,282,565 
5,890,560 

992,038 
$62,135,294 

Total 
$ 31,909,973 

31,613,251 
31,985,384 
31,952,569 
31,131,780 

108,854,574 
60,430,636 
22,995,600 

$ 350,873,767 

F. SELF-INSURANCE 

The Commission has established a reserve for self-insurance for general liability coverage to pay 
for claims up to their retention amount of $500,000. At December 31, 2014, the reserve balance 
was $4,422,277. There was $95,000 in claims charged to the reserve for self-insurance for the 
year ended December 31, 2014. 

G. PENSION PLAN DESCRIPTION 

The Commission contributes to a cost-sharing multiple-employer defined benefit pension plan 
administered by Public Employees Retirement System ("PERS") of New Jersey, which is part of 
the Division of Pensions in the Department of the Treasury, State of New Jersey. It provides 
retirement, disability, annual-cost-of-living and death benefits to plan members and beneficiaries. 
The state-administered funds were established by an Act of the State Legislature that assigns the 
authority to establish and amend benefit provisions to the plan's board of trustees. PERS issues a 
publicly available financial report that includes financial statements and required supplementary 
information. That report may be obtained by writing to PERS and is also available on the State of 
New Jersey website. 

11 



PASSAIC VALLEY SEWERAGE COMMISSION 

NOTES TO FINANCIAL STATEMENTS 

C. PENSION PLAN DESCRIPTION (CONTINUED) 

Plan members are currently required to contribute 6.92% of their annual covered salaries, and the 
Commission is required to contribute at an actuarially determined rate. The contribution 
requirements of plan members and the Commission are established and may be amended by the 
PERS board of trustees. The Commission's contributions to PERS for the years ended December 
31, 2014, 2013 and 2012, were $4,326,850, $4,477,064 and $5,487,242, respectively, equal to 
the required contributions for the year. 

H. OTHER POST EMPLOYMENT BENEFITS OTHER THAN PENSIONS 

The Commission participates in a cost sharing multiple-employer defined post-retirement benefit 
plan (the "Plan"), which is administered by the State of New Jersey. The Plan provides continued 
health care benefits to employees retiring after twenty-five years of service. Benefits, 
contributions, funding and the manner of administration are determined by the State of New 
Jersey Legislature. The Division of Pensions and Benefits charges the Commission for its 
contributions. The total number of retired participants eligible for benefits was 218, 210 and 199 at 
December 31, 2014, 2013 and 2012, respectively. 

The Commission's contribution to the Plan for the years ended December 31, 2014, 2013 and 
2012 was $3,513,470, $3,446,078 and $2,950,332, respectively. 

Please refer to the State website, www.state.ni.us  for more information regarding the Plan. The 
Plan's financial report may be obtained by writing to the State of New Jersey, Department of 
Treasury, Division of Pensions and Benefits, P.O. Box 295, Trenton, New Jersey 08625-0295. 

I. CONCENTRATION OF RISK AND UNCERTAINTIES 

For the year ended December 31, 2014, the Commission received approximately 55% of its total 
user charges from three customers, City of Newark 31%, Jersey City 16% and City of Paterson 
8%. 

J. UTILITY PURCHASE COMMITMENT 

The Commission has entered into two futures contracts for electricity and natural gas in order to 
hedge energy costs. The contracts are for a term of thirty-six months, beginning January 2015 
and will expire January 2018. 

K. COLLECTIVE BARGAINING AGREEMENTS 

The Commission is a party in collective bargaining agreements ("agreement") covering various 
employees at the Commission. The agreement between the Commission and Local 1158 - 
I.B.E.W. is for the period from January 1, 2010 through December 31, 2013. A new agreement is 
currently being negotiated. The agreement between the Commission and the PVSC Supervisor 
Group is for the period January 1, 2011 through December 31, 2015. 

The Commission is also in the process of negotiating agreements with two (2) new bargaining 
units which were certified by the New Jersey Public Employment Relations Commission ("PERC") 
in January, 2011. The bargaining units are the PVSC Professional Unit and the PVSC White 
Collar Group. Each of these groups is bargaining for the period beginning January 1, 2011 
through December 31, 2015. These agreements are still under negotiations. 

12 



PASSAIC VALLEY SEWERAGE COMMISSION 

NOTES TO FINANCIAL STATEMENTS 

L. LITIGATION 

The Commission is involved in various litigation and claims arising out of its operations. While the 
ultimate results of these matters cannot be predicted with certainty, management of the 
Commission expects that the ultimate resolution of these matters will not have a material adverse 
effect on their financial position or results of operations. 

M. FEMA FUNDING 

The Commission is involved in discussions with insurance companies and FEMA to determine 
eligible recovery costs for substantial damage incurred by the Commission during the Superstorm 
Sandy event in October of 2012. During 2014 the Commission received $32,744,907 in 
reimbursements from the State of New Jersey for recovery costs under FEMA. All costs not 
covered by insurance or FEMA will be self-funded. 

N. CHANGE IN ACCOUNTING PRINCIPLE 

As of January 1, 2014, the Commission implemented an accrual based accounting system for 
expenditure recognition. Previously, expenditures and related liabilities were recognized upon the 
issuance of a purchase order. Under an accrual based accounting system, expenditures and the 
related liabilities are recognized when the goods are received or the services are rendered. Due 
to this change, amounts that were previously recognized as expenditures and liabilities in the 
financial statements for the year ended December 31, 2013, were reclassified as of January 1, 
2014, to reduce liabilities and increase reserves as follows: General Fund - $4,720,252; Reserve 
for Repair and Improvement Fund - $4,817,611. This resulted in an increase in reserves at 
January 1, 2014 of $9,537,863. 

13 





PASSAIC VALLEY SEWERAGE COMMISSION 

COMMENTS 

The Passaic Valley Sewerage Commission (the "Commission") is a body politic and corporation 
created by Chapter 14 of Title 58 of the New Jersey revised status (section 58:14.1 et seq.). The 
entity is normally administered by nine commissioners who are appointed by the Governor of New 
Jersey and who serve for a period of five years. 

The following were Commissioners and key personnel as of December 31, 2014: 

Kenneth J. Lucianin Commissioner 
Thomas Tucci, Jr. Commissioner 
Michael DeFrancisci Executive Director 
Gregory A. Tramontozzi General Counsel/Acting Clerk 

Since August 1924, the Commission has operated and maintained the principal sewerage 
collection and disposal system in the Passaic Valley, a densely populated industrial and residential 
section of northern New Jersey. 

Under the original Act, the Commission had no bond-issuing powers, and all outlays since 
completion of the system that might otherwise have been capitalized were included annually with 
current expenses for repairs, maintenance and operations charges. 

Under the provisions of the Supplemental Act (Chapter 388, Laws of 1953, approved August 14, 
1953), the pay-as-you-go procedure was modified to permit long-term payment of the cost of a 
rehabilitation program adopted in 1955. This Act permitted the Commission to issue up to 
$10,000,000 of bonds. As a result, $9,100,000 of bonds were issued and sold in March 1955, 
pursuant to a resolution of the Commission adopted October 22, 1954. The $9,100,000 bonds 
sold in 1955 have subsequently been retired. By legislation which went into effect in 1970, the 
$10,000,000 limitation was eliminated. The Commission may now issue bonds after a public 
hearing, provided that 25% (by amount paid) of the contracting municipalities do not object at the 
public meeting. 

Insurance 

The Commission carries insurance for possible loss or damage that, in its opinion, is sufficient. 
The Commission retains the risk of losses up to $100,000 for employment related matters and 
$500,000 for all other matters in order to reduce premium expenses. A reserve for self-insurance 
was established for this purpose. 

Advertisement of Bids 

The Commission's minutes indicate that advertisement of bids occurred in the normal course of 
operations. 

14 
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PASSAIC VALLEY SEWERAGE COMMISSION 

NOTE TO THE SCHEDULES OF EXPENDITURES OF FEDERAL AWARDS AND STATE 
FINANCIAL ASSISTANCE 

Year Ended December 31, 2014 

Note 1. Basis of Presentation 

The accompanying schedules of expenditures of federal awards and state financial 
assistance includes the federal and state grant activity of Passaic Valley Sewerage 
Commission and is presented on a reimbursement basis which is a comprehensive 
basis of accounting other than accounting principles generally accepted in the United 
States of America. The information in these schedules is presented in accordance with 
the requirements of 0MB Circular A-133, Audits of States, Local Governments, and 
Non-Profit Organizations and State of New Jersey Circular Letter 04-04-0MB. 
Therefore, some amounts presented in these schedules may differ from amounts 
presented in, or used in the preparation of, the financial statements. 

FEMA expenditures incurred during 2013 but not approved by FEMA until 2014 were 
$822,352 and are included as current year's expenditures on the schedule of 
expenditures of federal awards for 2014, as required by the programs compliance 
requirements. 



PASSAIC VALLEY SEWERAGE COMMISSION 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

Year Ended December 31, 2014 

Schedule I - Summary of Auditors' Results 

Financial Statements 

Type of auditors' report issued: Unmodified 

Internal control over financial reporting: 

• Material weaknesses identified? 
• Significant deficiencies identified that are not 

considered to be material weaknesses? 

Noncompliance material to financial statements noted? 

Federal and State Awards 

Internal control over major programs: 

• 	Material weaknesses identified? 
• Significant deficiencies identified that are not 

considered to be material weaknesses? 

yes  X no 

yes X none reported 

yes  X no 

yes  X no 

yes X none reported 

Type of auditors' report issued on compliance for major programs: Unmodified 
Any audit findings disclosed that are required to be reported 

in accordance with section 510(a) of Circular A-i 33? ____ yes X no 

Identification of major programs: 
Federal CFDA Number Name of Federal Program or Loan 

66.458 Wastewater Fund Loans 2006, 2010A ARRA, 2010A, 
20106, 2014A 

97.088 FEMA Disaster Public Assistance. 

State Grant/Loan Number Name of State Program or Loan 
S340-689-01 /03/10, 8340-689- New Jersey Environmental Infrastructure Financing Program 
156/1 5A/1 8, S340-689-3-1 /10-1/20, S340- Wastewater Trust Loans 2006, 2010A NJEIT Match, 2010A, 
689-21 2010B, 2014A 

Federal Awards 
Dollar threshold used to distinguish between type A and type B programs: $ 989,582 
Auditee qualified as low-risk auditee? __________ yes  X no 

State Awards 
Dollar threshold used to distinguish between type A and type B programs $ 300,000 
Auditee qualified as low-risk auditee? _______ yes  X no 

Schedule II - Financial Statement Findings - None 

Schedule III - Findings and Questioned Costs for Federal Awards and State Financial 
Assistance - None 

iL!J 



PASSAIC VALLEY SEWERAGE COMMISSION 

SUMMARY SCHEDULE OF PRIOR YEAR AUDIT FINDINGS - FEDERAL AWARDS 

Year Ended December 31, 2014 

Finding No. 2013-001 

Audit Finding 

The Commission did not file the Data Collection Form by the required due date. 

Corrective Action Taken 

The Commission implemented a new software system and the finding has been resolved. 
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MERCAdIEN, P.C. 
CERTIFIEd Public ACCOUNTANtS 

INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER 
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS 
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN 
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 

To the Commissioners of 
Passaic Valley Sewerage Commission 

We have audited, in accordance with the auditing standards generally accepted in 
the United States of America and the standards applicable to financial audits 
contained in Government Auditing Standards issued by the Comptroller General of 
the United States, the financial statements of Passaic Valley Sewerage Commission 
(the "Commission"), as of and for the year ended December 31, 2014, and the 
related notes to financial statements, which collectively comprise the Commission's 
basic financial statements, and have issued our report thereon dated December 2, 
2015, in which we expressed an adverse opinion on the conformity of the financial 
statements with accounting principles generally accepted in the United States of 
America due to differences between those principles and accounting practices of the 
Commission. 

Internal Control Over Financial Reporting 

In planning and performing our audit of the financial statements, we considered the 
Commission's internal control over financial reporting (internal control) to determine 
the audit procedures that are appropriate in the circumstances for the purposes of 
expressing our opinion on the financial statements, but not for the purpose of 
expressing an opinion on the effectiveness of the Commission's internal control. 
Accordingly, we do not express an opinion on the effectiveness of the Commission's 
internal control. 

A deficiency in internal control exists when the design or operation of a control does 
not allow management or employees, in the normal course of performing their 
assigned functions, to prevent, or detect and correct, misstatements on a timely 
basis. A material weakness is a deficiency, or a combination of deficiencies, in 
internal control, such that there is a reasonable possibility that a material 
misstatement of the Commission's financial statements will not be prevented, or 
detected and corrected on a timely basis. A significant deficiency is a deficiency, or 
a combination of deficiencies, in internal control that is less severe than a material 
weakness, yet important enough to merit attention by those charged with 
governance. 

° AN INDEPENDENTLY OWNED MEMBER, 

MCGLUDREY ALLIoNcE 
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CERTIFIED PUBLIC ACCOUNTANTS Our consideration of internal control was for the limited purpose described in the first 
NEW YORK SocISTY op paragraph of this section and was not designed to identify all deficiencies in internal 
CERTIFIED PUBLIC AccouITAITS control that might be material weaknesses or significant deficiencies. Given these 
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL 
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT 
OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH 
GOVERNMENT AUDITING STANDARDS (CONTINUED) 

Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the Commission's financial statements are 
free from material misstatement, we performed tests of its compliance with certain provisions of laws, 
regulations, contracts and grant agreements, noncompliance with which could have a direct and 
material effect of the determination of financial statement amounts. However, providing an opinion on 
compliance with those provisions was not an objective of our audit, and accordingly, we do not 
express such an opinion. The results of our tests disclosed no instances of noncompliance or other 
matters that are required to be reported under Government Auditing Standards. 

Purpose of this Report 

The purpose of this report is solely to describe the scope of our testing of internal control and 
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the 
Commission's internal control or on compliance. This report is an integral part of an audit performed 
in accordance with Government Auditing Standards in considering the Commission's internal control 
and compliance. Accordingly, this communication is not suitable for any other purpose. 

£L I íJ 
Warren A. Broudy, CPA, CGFM, PSA, CGMA 
Registered Municipal Accountant License No. 554 

MERCADIEN, P.C. 
CERTIFIED PUBLIC ACCOUNTANTS 

I 

December 2, 2015 
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE FOR EACH 
MAJOR FEDERAL AND STATE PROGRAM; REPORT ON INTERNAL 
CONTROL OVER COMPLIANCE; AND REPORT ON THE SCHEDULES 
OF EXPENDITURES OF FEDERAL AND STATE AWARDS REQUIRED 
BY 0MB CIRCULAR A-133 AND NEW JERSEY CIRCULAR LETTER 04-04-0MB 

To the Commissioners of 
Passaic Valley Sewerage Commission 

Report on Compliance for Each Major Federal and State Program 

We have audited Passaic Valley Sewerage Commission's (the "Commission') compliance 
with the types of compliance requirements described in the 0MB Circular A-133 
Compliance Supplement and State of New Jersey Circular Letter 04-04-0MB, as 
applicable, that could have a direct and material effect on each of the Commission's major 
federal and state programs for the year ended December 31, 2014. The Commission's 
major federal and state programs are identified in the summary of auditors' results section 
of the accompanying schedule of findings and questioned costs. 

Management's Responsibility 

Management is responsible for compliance with the requirements of laws, regulations, 
contracts, and grants applicable to its federal and state programs. 

Auditors' Responsibility 

Our responsibility is to express an opinion on compliance for each of the Commission's 
major federal and state programs based on our audit of the types of compliance 
requirements referred to above. We conducted our audit of compliance in accordance 
with auditing standards generally accepted in the United States of America; the standards 
applicable to financial audits contained in Government Auditing Standards, issued by the 
Comptroller General of the United States; and 0MB Circular A-133, Audits of States, 
Local Governments, and Non-Profit Organizations and State of New Jersey Circular Letter 
04-04-0MB. Those standards, 0MB Circular A-133, and State of New Jersey Circular 
Letter 04-04-0MB require that we plan and perform the audit to obtain reasonable 
assurance about whether noncompliance with the types of compliance requirements 
referred to above that could have a direct and material effect on each major federal and 
state program occurred. An audit includes examining, on a test basis, evidence about the 
Commission's compliance with those requirements and performing such other procedures 
as we considered necessary in the circumstances. 

We believe that our audit provides a reasonable basis for our opinion on compliance for 
each major federal and state program. However, our audit does not provide a legal 
determination of the Commission's compliance. 

Opinion on each Major Federal and State Program 

CERTIFIED PUELICACCOUUTUNTS In our opinion, the Commission complied, in all material respects, with the types of 
OPENISYLAUNIA INSTITuTE OF compliance requirements referred to above that could have a direct and material effect on 

CERTIFIED PUBLIC ACCOUNTANTS its major federal and state programs for the year ended December 31, 2014. 
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL AND 
STATE PROGRAM; REPORT ON INTERNAL CONTROL OVER COMPLIANCE; AND REPORT ON 
THE SCHEDULES OF EXPENDITURES OF FEDERAL AND STATE AWARDS REQUIRED 
BY 0MB CIRCULAR A-133 AND NEW JERSEY CIRCULAR LETTER 04-04-0MB (CONTINUED) 

Report on Internal Control Over Compliance 

Management of the Commission is responsible for establishing and maintaining effective internal 
control over compliance with the types of compliance requirements referred to above. In planning and 
performing our audit of compliance, we considered the Commission's internal control over compliance 
with the types of requirements that could have a direct and material effect on each major federal and 
state program to determine the auditing procedures that are appropriate in the circumstances for the 
purpose of expressing an opinion on compliance for each major federal and state program and to test 
and report on internal control over compliance in accordance with 0MB Circular A-133 and State of 
New Jersey Circular Letter 04-04-0MB, but not for the purpose of expressing an opinion on the 
effectiveness of internal control over compliance. Accordingly, we do not express an opinion on the 
effectiveness of the Commission's internal control over compliance. 

A deficiency in internal control over compliance exists when the design or operation of a control over 
compliance does not allow management or employees, in the normal course of performing their 
assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance 
requirement of a federal or state program on a timely basis. A material weakness in internal control 
over compliance is a deficiency, or combination of deficiencies, in internal control over compliance, 
such that there is a reasonable possibility that material noncompliance with a type of compliance 
requirement of a federal or state program will not be prevented, or detected and corrected, on a timely 
basis. A significant deficiency in internal control over compliance is a deficiency, or a combination of 
deficiencies, in internal control over compliance with a type of compliance requirement of a federal or 
state program that is less severe than a material weakness in internal control over compliance, yet 
important enough to merit attention by those charged with governance. 

Our consideration of internal control over compliance was for the limited purpose described in the first 
paragraph of this section and was not designed to identify all deficiencies in internal control over 
compliance that might be material weaknesses or significant deficiencies. We did not identify any 
deficiencies in internal control over compliance that we consider to be a material weakness. 
However, a material weakness may exist that has not been identified. 

The purpose of this report on internal control over compliance is solely to describe the scope of our 
testing of internal control over compliance and the results of that testing based on the requirements of 
0MB Circular A-133 and State of New Jersey Circular Letter 04-04-0MB. Accordingly this report is 
not suitable for any other purpose. 

Warren A. Broudy,  A, CGFM, PSA, CGMA 
Registered Municipal Accountant License No. 554 

MERCADIEN, P.C. 
CERTIFIED PUBLIC ACCOUNTANTS 
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Decem6er2, 2015 
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